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aq 
KEY ECONOMIC INDICATORS: NEPAL 


All values in million US$ Exchange rate as of 1973: 
unless otherwise stated US$1.00 = N.Rs.10.50 


NEPAL FISCAL YEAR: % Rate of 
Mid-July to Mid-July FY73 FY7T4 FY75 Change Growth 


INCOME , PRODUCTION 
GDP at Current Prices (Est. 7/75) 1072 «§61,290 1,425 
GDP at Constant FY65 Prices (est. 7/75) 632 673 687 
Per Capita GDP (In Dollars): 
At Current Prices (est. ) 90 101 114 
At Constant FY65 Prices (est.) 53 55 55 
Agricultural Production (000 MT): Total 3,966 4,388 | 4,453 
Foodgrains 3,304 3,706 3,780 
Cash Crops 662 682 673 


MONEY AND PRICES 
Government Budget, Actuals: Total 93.60 116.79 135.92 
Development 57.96 71.57 83.77 
Money Supply (4/75) : 122.0 
Public Det (4/75) . 50.1 
External (4/75) ‘ 23.2 
Interest Rates: 
Central Bank (Treasury Bills) 
Commercial Bank (Prime) 
Commercial Bank (Average) 
Retail Price Index (1962-63 = 100)(4/75) 


BALANCE OF PAYMENTS AND TRADE 
Gold and Convertible Currency 


Reserves** (4/75) 119. -13.3 


8 
Indian Currency Reserves** (4/75) j 3 . -37.5 
4 


Overseas Exports*** (4/75) ‘ 1 
U.S. Share (4/75) j 6 ; —4h 5 
Overseas Imports*** (4/75) : Be ‘ 32.5 
U.S. Share (4/75) ‘ 6 52.9 


-35.6 


No. of Tourist Arrivals (cal. year) 68 ,047 72,601 100,000 
(projected) 


Nine months' figures only. 

Central Bank holdings. 

Statistics on trade with India, some 70-85% of total trade, are 
not available (see text). 


Main imports from U.S.: Machinery and parts, scientific equipment, tele- 
communications equipment , medicine and chemical 
products, aircraft parts. 


Source: Central Bureau of Statistics, HMG; Nepal Rastra (Central) Bank; 
Trade Promotion Center, HMG; GON Economic Survey Report, 1974/75; 


and Embassy statements. 
% U.S. GOVERNMENT PRINTING OFFICE: 1975=210-946/40 3-1 





SUMMARY 


Shackled by an overwhelming dependence on traditional agriculture, lack 

of natural resources, and serious transportation constraints, Nepal's 
economy continues to show little progress. With some two-thirds of the 
gross domestic product originating in the agricultural sector, over 90 

per cent of Nepal's population of 12 million is dependent on agriculture -- 
the majority limited to subsistence farming. The severe inflation of 
recent years is beginning to abate, but at 2 per cent per year the real 

GDP is no more than keeping pace with population growth. 


While tourism continues to grow, the potential of this "natural resource" 
is still not being exploited to the full because of inadequate facilities. 


The trade deficit resulting from rapidly increasing imports as against a 
decline in exports finally has caught up with the invisibles in Nepal's 
balance of payments accounts, terminating an uninterrupted two-decade 
growth in convertible foreign exchange holdings which peaked at $120 million 
in November of 1974. India still dominates in Nepal's foreign trade, but 
the importance of "overseas" trade is increasing. Substantial increases 

in development expenditures are causing a growing deficit in the government 
budget, reinforcing the importance of bilateral and multilateral foreign 
aid. Nepal's fifth five-year plan commences this year. An increased 
emphasis on agriculture and social programs hopefully will produce better 
results than the running-in-place record of the last plan. 


The best opportunities for U.S. business in Nepal are related to foreign 

aid financed projects in the agricultural, transportation and hydroelectric 
power sectors. Possibilities also exist for investment in tourism, forestry 
products and agribusiness. 





CURRENT ECONOMIC SITUATION AND TRENDS 
Production 


Gross domestic product at current prices in FY 1975 (Nepali fiscal year: 
mid-July 1974 to mid-July 1975) is estimated from available figures to 
have increased by 14 per cent, to the equivalent of $1,425 million, but 
most of this increase was due to inflation. The GDP increase in real 
terms is estimated at 2 per cent, not even quite keeping up with the 
assumed population growth of 2.1 per cent. 


In the all-important agricultural sector, production of foodgrains was 

put at 3.8 million metric tons, a moderate increase of 2 per cent, but 

that of cash crops (chiefly jute, sugar and oilseeds) decreased by 1.3 

per cent, for an unsatisfactory overall real growth of only 1.5 per cent. 
Total cultivated land area had actually increased by 3.5 per cent, implying 
a decline in land productivity. In view of the year's normal weather 
conditions the reason for this decline is not clear, but in any event it 

is obvious that there will be no significant breakthrough without a major 
increase in the use of fertilizers and irrigation. Only about 10 per cent 
of cultivated land is currently under irrigation. Although Nepal continues 
to be a net food exporter, internal distribution and depressed per capita 
farm income are chronic problems. King Birendra has proclaimed FY 1976 

an "Agricultural Year" to launch the ten-year agricultural plan announced 
in 1974. The program includes development campaigns for livestock, 
fisheries, orchards, vegetable cultivation and field crops, with the 


Ministry of Agriculture providing material resources such as fertilizers, 
seeds and livestock to farmers, and the Agriculture Development Bank 
making available Rs. 180 million ($17 million) in credits. 


The performance of Nepal's tiny industrial sector (10 per cent of GDP) was 
also lusterless. Although production of a number of elementary consumer 
goods (cigarettes, matches, beverages, etc.) and building materials (straw- 
board, bricks and tile) increased sharply, the output of two key products, 
jute goods and sugar, both declined by 12 per cent. However, continued 
efforts by the government to expand industrial activities may soon begin 
to bear some fruit. Nepal's first cement plant, with a capacity of 58,000 
tons per year, started production in June 1975. A long-dormant cotton 
textile mill is being rejuvenated, and a number of other new projects are 
in various stages of development. These include vegetable oil, sugar 
refining, flour milling, agricultural lime, and bakeries. 


A combination of imported inflation and domestic shortages produced a 
third year of double digit inflation for Nepal, but the rate seems to be 
abating at last. The retail price index for Kathmandu, the only available 
indicator, stood at 255 in April, up 12 per cent over a year earlier, 
compared to a 23 per cent increase over the comparable period the previous 
year. Given the heavy weighting of food in this index (70 per cent) the 
good agricultural year in prospect should help to further dampen the rate 
of inflation. In the meantime the central bank has sharply increased 
commercial lending rates to curb expansion of the money supply. 





Tourism 


Tourism continues to grow and is on the verge of exceeding commodity 
exports as a foreign exchange earner. A total of 72,601 overseas visitors 
were recorded in 1974, an increase of about 7 per cent over the previous 
year, and 98-100 thousand are expected in the current year. Recorded 
receipts from tourism in hard currency totaled $9 million in FY 1974 and 
$8.3 million in the first nine months of FY 1975, with a projected $11.9 
million for the year. The Department of Tourism has also begun to record 
Indian visitors, which numbered over 17,000 in 1974. With the latest 
extension of the Kathmandu airport now completed and increasing promotional 
activity by the Department of Tourism, the chronic shortage of hotel space 
will become even more acute. Although construction of nine new hotels and 
expansion of three others is underway, progress has been slow, due in part 
to shortages of construction materials. 


Foreign Trade 


India dominates Nepal's foreign trade. Current Government of Nepal statistics 
on trade with India are not available and official Indian figures are grossly 
understated, but from six year old GON data India appears to account for 

some 70-85 per cent of the total, or an order of magnitude of $40-50 million 
in exports and $70 million in imports. The primary export to India is rice; 
leading imports are textiles, chemicals, vehicles and machinery. 


In "overseas" trade -- that is, excluding India and border trade with Tibet -- 
Nepal's primary exports are jute and jute products, rice, and hides and skins. 
The principle imports are petroleum products and textiles (some two-thirds 

of the total), followed by motor vehicles and parts, aircraft spare parts 

and general machinery. Imports from overseas have been steadily increasing 
and should exceed $20 million in FY 1975. On the other hand, with over half 
of overseas exports consisting of jute, export income has been hard hit by 

the weakening world market for jute. Having reached a peak of $18 million 

in 1972 (due to windfall profits resulting from the disruption of Bangladesh 
jute production), overseas exports dropped back to a $12 million level in 1975. 


Balance of Payments 


A discussion of Nepal's balance of payments is complicated by the unique 
position of India in Nepal's foreign trade, making it convenient to consider 
two separate payment accounts: one for the Indian rupee and one for 
convertible currencies. Ironically, Nepal has been experiencing more 
difficulty with its Indian currency balances than with convertible foreign 
exchange. Official government holdings of Indian rupees have dropped 
steadily since 1972, from a peak of 150 million Indian rupees ($20 million) 
in that year to 62 million rupees ($8 million) as of July 1974. Reduced 
rice sales, related both to domestic requirements and to increased "overseas" 
rice exports, seem to have been a major element in this decline. 


Nepal has begun to pay in convertible currency instead of rupees for 
petroleum products imported through India, as well as for certain Indian 
equipment purchased under international tender. This seems to be easing 
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the pressure on Indian rupee holdings, which were back up to Rs. 76 million 
by April of 1975. 


Somewhat surprisingly, Nepal's convertible currency reserves are quite 
comfortable, almost embarrassingly so. Foreign aid, mushrooming tourist 
spending, and remittances from British Gurkha troops abroad (about $5 million 
per year) have more than made up for the overseas trade deficit until very 
recently. After an uninterrupted climb for more than two decades, official 
holdings of gold and convertible reserves finally peaked at $120 million in 
November of 1974 and were down to $98 million by April of 1975 -- still an 
enviable five years of overseas imports and close to a year of even total 
imports. The widening overseas trade deficit, which together with new use 
of convertible reserves for payments to India is responsible for this 
decline, is due both to stagnating exports and to a deliberate government 
policy of expanding imports for developmental and anti-inflationary purposes. 


Government Budget 


The overall budget deficit of the Government continues to grow because of 
substantial increases in development expenditures. Total estimated 
expenditures under the FY 1976 budget announced in July are estimated at 

Rs. 2,147 million ($204 million), an increase of 43 per cent over the 

previous year's revised estimate. Development expenditures, one-fifth of 
which are to be financed by foreign grants, account for 68 per cent of the 
total. The government has given more emphasis to investment in the productive 
sectors and to austerity in regular expenditures. 


Revenue from domestic resources in FY 1976 is estimated at Rs. 1,242 million 
($118 million), leaving a deficit of Rs. 905 million ($86 million), compared 
with last year's revised estimate of Rs. 494 million. Rs. 427 million of 
this is to be met through foreign aid grants, leaving a net deficit of 

Rs. 478 million to be financed through internal loans (42 per cent) and 
foreign loans (58 per cent). As future internal increases in domestic tax 
revenues (derived largely from customs, land and excise taxes) will be 
limited, external assistance in the form of development grants and loans will 
remain an important source of budget financing. The United States, India, 
the U.K., China, Russia and others continue to be important bilateral aid 
donors, but the World Bank, Asian Development Bank and UN agencies are playing 
an increasingly central role. 


Development Planning 


FY 1975 was the last year of Nepal's fourth Five-Year Plan. Against the 
plan targets of a 4 per cent annual growth rate in national income, a 16 
per cent increase in foodgrains production and a 40 per cent increase in 
cash crops, the actual average annual growth rate in real terms did not 
exceed 2 per cent. Production of foodgrains over the five years increased 
by only about 10 per cent and of cash crops by 14 per cent. On the more 
positive side, real progress was made in the development of physical infra- 
structure, especially transportation and communications facilities, and it 
is hoped that the long-term impact of these facilities will become 
increasingly felt in the years ahead. 
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In the last week of June 1975, the National Planning Commission submitted 
to the National Development Council a draft of Nepal's fifth Five-Year 
Plan (FY 1975/76 - FY 1979/80). The draft envisages a 4-5 per cent annual 
growth rate, with a total development outlay of between Rs. 9,197 million 
and 11,309 million ($876 - 1,077 million). It targets a 3.5 per cent annual 
growth rate in agricultural output by increasing foodgrains production by 
16.72 per cent and cash crops production by 68.08 per cent over the Plan 
period. Compared to the previous plan, the fifth Plan will put a propor- 
tionately greater emphasis on agricultural and social projects as compared 
to physical infrastructure; on mobilization of domestic as opposed to 
external resources; and on an increasing reliance on loans rather than 
grants in foreign aid financing. 


IMPLICATIONS FOR THE UNITED STATES 


The very limited market (plus traditional trade ties with India) has kept 
U.S. sales to Nepal at negligible levels. However, while Nepal manifestly 
is not destined to become a major market for the U.S., there is an increasing 
tendency to look beyond India for manufactures, and the present competitive- 
ness of American prices abroad offers increased prospects to U.S. companies 
willing to devote a little time and effort to exploring the possibilities. 
As many items such as construction equipment, automobiles, office equipment, 
etc., are imported directly by government departments for their own use or 
through the state-owned National Trading Ltd., services of a competent local 
representative for contact with the appropriate authorities in government 
departments and for knowledge of local market conditions can be useful. 


Prospects are especially good for sale of engineering services as well as of 
equipment for foreign-aid financed development projects in the irrigation, 
transportation and electric power sectors. The following projects are of 
current interest: 


1. Narayani Zone Irrigation Development Project: Prequalification tenders 


for civil engineering and construction works of this $10 million project 
were issued in July 1975. Work is expected to start by the end of this 
year. The IDA has provided a $6 million loan. 


2. Drinking Water and Sewage Project: An American firm, Engineering- 


Science, Inc., of Arcadia, California, is doing designing and supervision 
of construction of this $7.8 million project financed through the IDA. 
Tenders for materials and supplies are already being issued and tenders 
for major construction work are expected soon. 


3. Resettlement Project: IDA credit of $6 million to finance forest 
clearance and sale of timber in various locations in the Terai for 
resettlement. Tenders for logging and sawmill equipment were issued in 
June 1975, with a closing date of September 23. 


4. Chitwan Valley Development Project: Asian Development Bank has provided 
an $8 million loan for this project, which includes road building, irrigation 
and agricultural development. Tenders for materials and equipment will be 
out in the near future. 
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5. Dhangahri Groundwater Development Project: Still in the feasibility 
study stage. First phase, to cover 10,000 hectares, is tentatively 


estimated at $12 million with eventual expansion to 70,000 hectares. 
Possibility of ADB financing. 


Opportunities for U.S. firms over the longer term are especially notable 

in the hydroelectric field, for which Nepal has enormous undeveloped 
potential. The new Five-Year Plan envisages completion of three big and 
three small hydroelectric projects during the plan period. Among them, the 
60,000 kw Kulekhani Hydel Project is now beginning to materialize, with loan 
and grant commitments from various sources: $17.5 million from Kuwait, 

$18 million from IDA, $10 million from Japan and $3 million from UNDP. The 
total cost of the project is estimated at $59.5 million. 


On the investment side, despite the golden future for tourism in Nepal, 

there has been an inexplicable lack of response from U.S. hotel chains. 
Opportunities for mining and forest-products operations also continue to be 
neglected. While the feasibility of projects in such areas as agribusiness 
and building materials is not well-defined, they also bear investigation. 

The Government of Nepal has explicitly expressed a welcome for foreign 
investment and its desire to foster a favorable investment climate. Although 
the Nepalese market itself is small, under most circumstances the entire 
Indian market is open to Nepalese manufactures even when global marketing 
might not be appropriate. 








